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THE STANDARD OF DEFERRED PAYMENTS. 

The whirligig of time has brought no change more strik- 
ing than that wrought in the position of the gold standard 
men. The passage to the gold standard, with silver for sub- 
sidiary coin, was at first advocated as a conservative measure 
to counteract the rising tendency of prices that appeared 
between 1850 and 1870. It was argued that the rise in 
prices or, what is the same thing, the depreciation of the 
money unit, worked to the disadvantage of the creditor. It 
permitted debts to be discharged on the payment of a part 
of their real value. This tendency, it was hoped, would dis- 
appear with the passage of Western nations to the gold 
standard. It was not supposed that a reverse movement 
would set in when silver was discarded. It was believed 
that the increased production of gold and the multiplication 
of devices for economizing the use of money would balance 
the growth in population, wealth, and business and suffice to 
maintain prices at about the same level, thus securing jus- 
tice as between debtor and creditor. 

Such were the aims and hopes of the honest advocates of 
the gold standard. But the unerring testimony of statistics 
has shown beyond the shadow of a doubt that these have 
not been realized. The upward movement of prices has not 
only been checked, but has been succeeded by a decline that 
persists to the present day. As this fact became clearer 
there arose the school of bimetallists— a school that claims 
to-day many active and enthusiastic adherents in all the 
leading nations. 

The raison d'Stre of the bimetallists, whether national or 
international, is the need of more money. To all objections 
on the ground of the expense, the inconvenience, the risk or 
the shock to business habit occasioned by the restoration of 
silver, bimetallists have one unfailing answer — the dire need 

[293] 



38 Annals of thb American Academy. 

of more money in order to prevent injustice to the debtor 
class. The existence of this injustice is the justification and 
the excuse for being of the bimetallist school. If it does 
not exist, then the rest of the reasoning falls to the ground. 
Of what use to show the practicability of bimetallism or its 
efficiency in enlarging the circulating medium if the present 
gold standard damages no one ? The argument showing the 
injury the debtor class receives from falling prices is the 
primary fundamental argument on which all the other 
bimetallist arguments are built. Break down this and the 
whole theory falls to the ground. 

The argument usually takes the following form : 
Owing to the constantly widening use of credit an increas- 
ing proportion of money payments are made in pursuance 
of time contracts calling for specified future sums of money. 
These time contracts are always based on the present value 
of the money unit. They virtually contain an implied clause 
to the effect that the future units called for by the terms of the 
contract shall be of the same value — i. <?., of the same pur- 
chasing power — as the present unit. This we must suppose, 
else one party or the other would refuse to sign the contract. 
Now if, during the period of the time contract, change 
takes place in the purchasing power of the unit, the terms of 
the contract are equally changed. If the unit cheapens, 
the creditor loses in favor of the debtor ; if the unit appre- 
ciates, the debtor loses to the creditor. Now what we call 
appreciation, or increase in general purchasing power, is 
exactly the same as fall in price. The terms designate the 
same phenomenon, the one expressing its relation to money, 
the other its relation to commodities. Fall in prices means 
rise in purchasing power, and hence injury to the debtor and 
gain to the creditor. 

Now a general fall in prices has occurred during the last 
twenty years and still continues. The average fall per year 
has been not far from two per cent. This means a stupendous 
disaster to the debtor class. Applied to the farm mortgages 
alone written in four Western States between 1880 and 1890 

[ 2 94] 



The Standard of Deferred Payments. 39 

it represents an arbitrary transfer from debtors to creditors of 
twenty-three millions every year. A monetary system, then, 
which permits such a fall in prices is self-condemned and 
cannot maintain itself in the face of the public conscience. 
It is dishonest and iniquitous. The great law of justice 
demands that the circulation be enlarged until the fall in 
prices ceases. Such is the great cornerstone of the bimetal- 
list theory. 

How has the argument been met by the gold standard 
men? 

At first they saved their reputation for scientific sound- 
ness by denying any fall in prices. This was easy So 
long as the facts were overlaid and disguised by other 
phenomena. But when, after a brief standstill during the 
prosperous times in the early eighties, prices once more ex- 
hibited a steep downward tendency, the truth could no 
longer be denied. But the admission of this truth com- 
pletely altered the scientific basis of the gold monometallists. 
Whereas formerly they had been strenuous for steady prices 
and a constant purchasing power, they must now defend a 
standard which secured neither. In this emergency various 
modes of escape were resorted to. Some denied that falling 
prices injured the debtor, but were sure that rising prices 
were unfavorable to the creditor. Some represented the 
bimetallists as seeking to depreciate the standard and thus to 
rob the creditor. Some economists in their anxiety to justify 
the gold standard turned traitors to their own science, and 
denied any relation between quantity of money and prices. 
Some admitted the injustice of the gold standard, but pointed 
out the danger or impracticability of bimetallism. Finally 
a few met the argument of the bimetallists fairly and sought 
a scientific justification of the fall in prices. 

Let us address ourselves to their argument. 

The fall of prices, they say, is natural rather than artificial, 
normal rather than arbitrary. It is due to the abundance 
of commodities rather than to the lack of money. Relative 
to population, the output of commodities has of late years 
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enormously increased owing to extraordinary improvements 
in production. New inventions and the perfecting of old 
ones have cheapened almost all manufactured articles. Raw 
materials and food products have been cheapened partly by 
the opening up of new sources of supply, partly by the 
wonderful cheapening of transportation. All along the line 
the economies resulting from abler industrial leadership, 
better industrial organization, minuter division of labor and 
the increase in the proportion of skilled and specialized 
workers have conspired to diminish the cost of production. 

Now, cheapening of production means that the relation 
between labor and products, between human effort and its 
economic results, has altered. The exchange ratio is dif- 
ferent. If a day's work is more efficient — i. e., produces 
more — it is more valuable in terms of commodities. If 
commodities are produced with greater ease and abundance 
they are less valuable in terms of labor. I^abor produces 
and hence commands more commodities. Commodities 
require and hence command less labor. By reason of this 
change in relation the two can no longer bear the same rela- 
tion to money. The price movement of labor cannot be just 
the same as that of commodities. Now, what are the facts ? 
The prices of commodities have fallen. Has the price of 
labor fallen? It appears not from two facts: (i) wages 
have not fallen ; (2) money incomes in general have not 
fallen. This means that labor produces and that conse- 
quently the earnings of labor command a steadily increasing 
quantity of commodities. 

Bearing these conclusions in mind, let us re-examine the 
situation of the debtor. It appears now that the sum of 
money that he repays to his creditor, albeit it represents 
more commodities than the original sum borrowed, repre- 
sents no more labor. To procure the money, the debtor 
may have had to sell double the quantity of goods the 
original loan was worth. But if, at the same time, general 
industrial efficiency has been doubled by improvement in 
production, he can produce with his labor twice the quantity 

[296] 



The Standard of Deferred Payments. 41 

of products the creditor was formerly able to produce. The 
creditor worked and saved in order to loan the original sum ; 
the debtor works and saves the same length of time in order 
to repay it. So the borrower but restores the quantity of 
labor he received. The transaction is but an exchange of 
equal services, with an interval of time between. Aud as 
all fair exchange, according to the classic economists and to 
some of the great socialists, is but the exchange of equal 
services or of the products of equal quantities of labor, we 
may conclude that in this case the scales of justice are held 
even. The debtor suffers no hardship by the fall in the 
prices of commodities. 

Such is the monometallist argument. 

It is now the object of this paper to examine the validity 
of these arguments, and to inquire what standard of deferred 
payment, if any, will insure justice to both debtor and 
creditor. 

For the sake of convenience, the arguments cited may be 
held to involve two controversies : — 

1. As to the ultimate standard of value. 

2. As to the destination of the benefit of industrial 
progress. 

I will examine these in their order. 

The bimetallist contends that, by reason of falling prices, 
the debtor places the creditor in command of more com- 
modities than the original loan would purchase, whereas 
justice requires that the quantity of commodities lent and 
the quantity of commodities restored should be equal. 

The monometallist contends that, owing to the fact that 
the price of labor has not fallen, the debtor places the credi- 
tor in command of no more labor than the original loan 
would have purchased. And this is right, for j ustice requires 
that the quantity of labor lent and the quantity of labor 
restored should be equal. 

Now, both parties admit that the question involved is a 
question of justice. And as both agree that economic justice 
consists in the exchange of equal values, it follows that the 
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controversy finally hinges on the nature of value. The 
bimetallist asserts that equal quantities of goods are of equal 
value, though separated by a period of time. The mono- 
metallist holds that equal quantities of labor are of equal 
value, though separated by a period of time. Since the com- 
modities the bimetallist has in mind are, in fact, usually 
consumption goods rather than raw materials or sub-pro- 
ducts, while the labor the monemetallist has in mind is, in 
fact, productive labor rather than services, the issue is fairly 
joined between the two great opposing theories of value — 
that of labor-value and that of use-value. The one derives 
value from production, the other from consumption. The 
one looks to cost, the other to utility. So that the great 
typical fact of economic life, viz., that man makes a sacrifice 
in order to procure a satisfaction, offers two criteria for 
judging a credit transaction. We can say that every loan is 
simply a sacrifice made by the creditor in behalf of the 
debtor, and that full payment means that the debtor makes 
a corresponding sacrifice in return. Or we can say that a 
loan is simply a satisfaction enjoyed by the debtor at the 
expense of the creditor, and that full payment means that 
the creditor procures a corresponding satisfaction at the 
expense of the debtor. 

Which of these two theories of value is the true one ? 

The basing of value on sacrifice is radically wrong, inas- 
much as sacrifice is but a means to an end. Sacrifice possesses 
importance or value only because it is the primary condition 
to something important or valuable. The product or good 
standing midway between sacrifice and satisfaction is valu- 
able, not because it embodies past sacrifices, but because it 
promises future satisfactions. To impute value to an article 
on account of its cost is like ascribing merit to a man on 
account of his ancestors. 

The old habit of basing value on cost of production in 
labor, capital being regarded as accumulated labor, received 
no shock so long as economists observed only competitive 
industries of constant returns. But the widening importance 
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of monopolized goods and of goods of diminishing returns 
brought to light an increasing number of cases where values 
are not proportionate to cost. This has compelled a pro- 
founder study, resulting in the discovery that value is a 
particular utility — is, in fact, marginal utility. The idea 
thrown out by Jevons, and elaborated by the Austrian 
economists, has changed the face of economic theory within 
a few years, and has filled with enthusiasm and hope many 
who had despaired of the science. By furbishing up the 
obsolete and discredited labor-value theory in order to beat 
the bimetallists, the gold standard defenders have shown 
themselves the Bourbons of political economy. 

By insisting that the labor standard should be adopted for 
the transactions of borrower and lender, they virtually 
demand an exception in the economic order. They want to 
measure the obligations of the debtor by a special standard 
of their own. For where in society do we find exchangers 
bartering equal quantities of labor worth unequal quantities 
of goods ? It is, indeed, difficult to believe that the con- 
tractionists are sincere in their argument, except on the 
charitable hypothesis that they do not see whither their 
theory leads them. For if labor or cost is the just basis of 
value, then whatever exceeds this is illegitimate. Hence, 
part of the value of monopolized goods, resting, as it does, on 
their utility to the consumer rather than on their cost to the 
producer, is illegitimate plunder rather than just earnings. 
This being true, we should expect to find these labor-value 
monometallists fighting with tooth and nail for such legisla- 
tion as would break down corners, combines, and trusts, and 
nationalize such natural monopolies as the railroad and the 
telegraph. But, on the contrary, we find many of these 
same gentlemen vigorously defending the justice of mono- 
poly values. In utter contempt of scientific consistency, they 
with one hand shield the creditor with the labor- value theory, 
while with the other they interpose the use-value argument 
between monopolists and the wrath of an outraged public. 
Their consistency is one, not of doctrine, but of sympathies, 
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which are always on the side of the Is, and against the 
To Be. 

The controversy pertaining to the nature of value is there- 
fore decided in favor of the bimetallist. 

I^et us now take up the controversy touching the proper 
destination of the benefits of industrial progress. Suppose 
a man lend a sum representing the products of a hundred 
days' labor. At the end of twenty years the general im- 
provement in production has been such that the same goods 
can be produced by sixty days' labor. The bimetallist con- 
tends that sixty days' labor, or its equivalent in commodities, 
should satisfy the debt. The value of forty days' labor, 
representing the benefit of industrial progress, remains with 
the debtor. The monometallist contends that one hundred 
days' labor, or its equivalent in commodities, should be 
required to satisfy the debt. The value of forty days' labor 
being the premium due to the advance of industry, should, 
therefore, be made over to the creditor. 

In our discussion of the point here raised we shall consider 
three possible cases : 

(i.) The creditor reaps the benefit. 

(2.) The debtor reaps the benefit. 

(3.) The benefit is shared. 

We shall take these in their order. 

In behalf of the creditor's claim, it may be urged that 
justice between debtor and creditor demands equal sacrifices, 
quite regardless of any increase in the power of sacrifices to 
procure satisfactions. This argument, as we have seen, 
involves the labor-value fallacy, and is therefore worthless. 

It may next be urged, that, as the main improvement in 
production comes through improvement in machinery, the 
supplier of capital should get the benefit. This argument is 
unsound for several reasons. Only part of the capital lent 
is invested in machinery. Then only apart of the improve- 
ment due to invention appears in machinery, the rest 
appearing in methods and processes. Moreover, invention 
is only one of several causes of improvement. Again, the 
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lender supplies pure capital, and has no moral claim to any 
gain resulting from fixing it in useful and ever more useful 
forms. The lender does not invent, make, select or run the 
new or improved machine. Finally, it may be said that the 
increasing helpfulness of pure capital, as it is invested in 
better and better machinery, is already discounted in the 
rate of interest paid. So the creditor need not expect a 
second reward. 

A third argument for the creditor asserts that by making 
the loan he curtailed his expenditures, and hence dropped 
a grade in society. Now, as with improvement in production 
the general scale of expenditure in society rises, the creditor, 
in order to regain his former relative position as a consumer, 
must receive from his debtor an excess of goods correspond- 
ing to the general advance. This will just absorb the 
margin due to the increased efficiency of human effort. 

This argument assumes, that the creditor, had he not lent, 
would have expended his capital in maintaining a certain 
style of living. But by thus consuming his capital he could 
not have drawn from it an income in the way of interest. 
To parallel this benefit he must invest his capital produc- 
tively. But in that case he could not consume it and could 
not have maintained a higher scale of expenditure than as 
lender he actually has maintained. A monopoly of the 
benefit of progress by the creditor therefore seems unjust. 

I^et us now consider the case for the debtor. It may 
first be urged on his behalf, that, even on the labor-value 
theory, he is not bound to surrender his advantage. For 
the true labor-value theory insists that equal values are 
represented by equal quantities of labor, provided the 
quality is the same. Only the crudest theorist could assert 
that an hour's labor of the hodman is equal in value to an 
hour's labor of the engraver or the optician. Now the 
quality of labor means chiefly the efficiency of labor. And 
this being so, how can we say that the labor of the creditor 
under one industrial dispensation is of the same quality as 
the labor of his debtor under a higher dispensation ? The 
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creditor ground flour in an old-fashioned neighborhood mill. 
The debtor associated with 700 others grinds flour in a 
Pillsbury A at Minneapolis. The labor of these two may 
be of the same relative grade. But because of different 
efficiency, and hence of different quality, we cannot justly set 
a certain quantity of this labor over against an equal quantity 
of the other, and call them equivalent. The debtor, hence, 
should enjoy the benefits of industrial progress rather than 
the creditor, simply, because after all, it is his labor that is 
the more efficient and not that of the creditor. To reverse 
this would be wholly arbitrary. 

But it may be urged, secondly, that in any case the debtor 
is not bound to square his conduct to the requirements of 
the labor standard. To see how unnatural and absurd this 
would be let us apply a test. The class of exchanges 
between debtor and creditor is but a species of a wide genus 
of transactions. This genus includes all exchanges of like 
goods produced under different economic conditions, that is, 
under systems of industry differing in the ratio, both genetic 
and exchange, between labor and commodities. In all these 
exchanges the comparing of quantities of labor will not yield 
the same result as the comparing of quantities of products. , 

Now we may find different industrial stages in the same 
country at different periods, or in different countries at the 
same period. The difficulty between debtor and creditor 
presupposes the former. I^et us take a case resting upon 
the latter. A poor Eskimo in doing a service to a Hudson 
Bay trapper loses his knife. That knife was made by 
rubbing a piece of steel on a stone until it became a blade. 
It represents the labor of three months. To be just the 
trapper must restore equal value. Does that mean that he 
is to replace the lost blade with a Sheffield knife costing him 
half a day's labor, or that, accepting the labor standard, he 
is to surrender the equivalent of his wages for the last three 
months ? This redudio ad absurdum applies as well to ex- 
changes between different industrial periods as to exchanges 
between different industrial communities. 
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The existence of a just claim on the part of the debtor 
having been shown, we have now to inquire whether he 
should retain all the benefits arising from improvement in 
production or should share them with the creditor. In 
behalf of the theory of participation it might be urged that, 
as the increased efficiency of the debtor is due to changes 
made in the general industrial constitution of society, he 
should yield the creditor a share of the benefits. But this 
doctrine, though a favorite of some monometallists, is un- 
sound. 

The increasing efficiency of industry is due mainly to im- 
provement in machinery, organization, or skill. Now these 
improvements are due to those who participate in production 
as inventors, entrepreneurs or workers. Hence, to these 
groups, constituting, as they do, the body of present pro- 
ducers, belongs the reward. The creditor as such is a past 
producer, the capital he lent being the product of labor at 
some past period. Then why, as past producer, should he 
have the right to enjoy the superior excellence of present 
production ? Suppose, however, the creditor has been not 
only a creditor, "and hence an interest receiver, but also an 
active producer, as inventor, entrepreneur, or workman. In 
this case I reply, Verily, he has his reward. As a participant 
in production he gets his share of the benefits of industrial 
progress. Is that not enough ? Or shall he, as creditor, re- 
ceive a second reward for his participation in industry ? 

On the side of production, then, the creditor has no valid 
right to share with the debtor. But let us view his case a 
moment from the side of consumption. 

Availing themselves of the new doctrine of value, the 
monometallists might claim that as with cheapened pro- 
duction the abundance of goods increases, their marginal 
utilities must fall, and hence their value. In order to restore 
to his creditor equal value the debtor must increase the 
quantity of goods or command over goods sufficiently to 
offset the fall in marginal utility. But this is fallacious, 
inasmuch as marginal utilities are simply values, and a 
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general decline in marginal utilities is as impossible as 
a general decline in values. Let us take a concrete 
case. A man has some valuable object which can be used 
without being worn out, or consumed — say a mirror. He 
uses it twenty years. At the end of this time mirrors 
are so abundant and cheap that their marginal utility has 
sunken one-half. Shall we say that the man has lost 
by this fact? Certainly not; the mirror yields him the 
same utility as before. Vary the hypothesis. Suppose 
the man rents his mirror for twenty years, receiving 
annually a payment for its use. At the end of twenty years 
he receives back the original mirror uninjured. Shall we 
say that the borrower was bound to return an extra mirror 
because the marginal utility of mirrors has fallen? Cer- 
tainly not. He should return simply what he borrowed. 
Vary the hypothesis again. Suppose the borrower break or 
lose the original mirror. Is he bound to restore two of the 
newer and cheaper mirrors ? Certainly not. He need merely 
replace the original mirror with one capable of yielding the 
same objective utility. Decline in marginal utility I con- 
clude is no ground for participation. 

We are thrown back upon objective utilities. Do these 
ever decline ? Undoubtedly, and here I think we come upon 
the only valid argument for the doctrine of participation. 
From all the goods that yield him nourishment, warmth, 
shelter, healing, comfort, amusement, intellectual and 
aesthetic enjoyment, etc., a man can derive as much utility 
one year as another. For these purposes a thousand units 
of purchasing power are as valuable one time as another. 
But for the procuring of social esteem this does not hold 
true. Ten years ago I lent you the proceeds of a coach and 
four, which procured for me at that time a certain social dis- 
tinction. Now you return me a coach and four, but the 
objective utility is not the same, and I am the loser. Owing 
to the general industrial progress and the consequent abun- 
dance of coaches and four, I must now have a coach and six 
in order to enjoy the same social distinction. In the way of 
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procuring from my fellow-men distinction, fame, influence, 
esteem, respect, etc. , equal quantities of commodities are not 
of equal value. It would, therefore, seem but just that the 
creditor should participate in the benefits arising from general 
industrial progress sufficiently to compensate him for the de- 
preciation of that portion of his wealth devoted to satisfying 
the needs of his social nature. 

This closes our examination of the two opposing arguments 
we placed at the head of this paper. We find the monome- 
tallist argument wholly unsound. But we do not find the 
bimetallist argument entirely right. The debtor is not to 
return a value measured in labor, nor yet a value measured 
in commodities, but a value measured in objective utility. And 
with industrial progress this is secured by a slight excess of 
commodities. 

During industrial progress, then, a just monetary standard 
should permit the alteration in the ratio (both genetic and ex- 
change), between labor and commodities to appear in a rising 
price of labor rather than in falling prices for commodities. 
The money unit should not appreciate with labor, but should 
rather depreciate with commodities. The circulating medium 
should suffice to maintain retail prices of commodities at very 
nearly their former level. 

Compared with this ideally just standard the present gold 
standard is seen to be unjust, and the much-vaunted gold 
dollar appears in its true light as a dishonest dollar, serving 
the creditor class as an instrument of wholesale spoliation 
and oppression. 

Edward Aisworth Ross. 

Cornell University. 
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